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ABSTRACT 


Objective:  To  compaze  Medicare  and  Canariian  fee  levels. 

Data  Sources:  Fee  schedules  of  Medicare  and  Canadian  provinces. 

Study  Selection:  The  four  largest  Canadian  provinces,  which  together  encompass  83 
percent  of  the  Canadian  popuiadon. 

Data  Extracnon:  We  identified  the  provincial  codes  that  are  comparable  to  124  CPT 
codes,  which  represent  63  percent  of  Medicare  physician  expenditures. 

Data  Synthesis:  Canaman  rccs  were  adjusted  for  differences  in  purchasing  power,  pnicuce 
expenses,  global  fee  pcnods.  znd  other  relevant  aspects  of  fee  structures.  Indices  of  reladve  fees 
were  created  by  type  of  service  and  for  ail  services.  On  average,  Canadian  fees  arc  59  percent  of 
Medicare  fees.  Canadian  fees  are  60  percent  of  Medicare  s  for  evaluation  and  management 
services.  53  percent  for  procedures,  and  73  percent  for  iraagmg.  The  fee  differences  arc  much 
smaller  for  office  visits  than  for  hospital  visits.  Fees  are  most  similar  for  advanced  imaging  and 
most  different  for  orthopcaic  procedures. 

Conclusions:  .-Uthougn  Medicare  physician  fees  are  lower  than  the  fees  of  U.S.  private 
insurers,  they  are  higher  than  fees  in  Canada.  In  the  context  of  the  current  U.S.  health  care 
system,  lowering  Medicare  p.iysician  fees  to  Canadian  levels  could  jeopardize  access  to  care  by 
Medicare  beneficiaries.  If  a  system  were  introduced  into  the  United  States,  however,  under 
which  ail  payers  faced  the  same  fee  schedule.  Canadian  fees  could  prove  instrucdve.  Despite  the 
much  lower  fees,  the  aggregate  supply  of  physicians  m  Canada  is  not  measurably  lower  than  that 
in  the  United  States. 
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INTRODUCTION 

The  new  Medicare  fee  scfaedulc  a  major  refonn  of  physician  payment  in  the  United 
States,  has  accomplished  two  goais.  First,  by  incoiporating  a  resource-based  relative  value  scale 
(RBRVS),  it  partially  corrects  historical  inequities  in  payment  for  procedure  and  cognitive 
services.  Second,  by  reducing  these  incquidcs,  it  focuses  debates  over  Medicare  fees  on  the 
overall  generosity  of  payments,  both  now  and  in  the  future.  Although  the  relative  values  may  be 
revised  and  the  extent  of  geographic  equity  is  somedmcs  questioned,  it  is  the  overall  fee  levels 
and  how  they  are  adjusted  over  time  thai  is  likely  to  be  the  single  most  important  issue  faced 
under  the  Medicare  fee  scncduic. 

Thus  iar.  assessment  of  the  appropnatcness  of  Medicare  payment  rates  has  been  confmed 
to  comparisons  with  rates  paid  by  pnvate  insurers  in  the  U.S.'  Since  private  rates  are  higher,  the 
comparison  raises  concerns  that  the  cideriy's  access  to  care  could  be  impaired  if  physicians  refuse 
to  treat  Medicare  cnroUccs  in  preference  to  patients  covered  by  private  insurance.  The 
experience  of  the  Medicaid  program,  w  hose  rates  are  substantially  lower  than  private  insurance 
rates,  is  an  example  ot  how  low  physician  fees  can  restrict  access  to  care  within  the  U.S.  health 
care  system.' 

However,  fees  under  pnvate  insurance  are  not  the  only  reasonable  source  of  comparison. 
Physician  fees  in  other  countnes  may  be  just  as  appropnate  a  "benchmark." 

Canada  is  an  obvious  source  for  comparison  for  several  reasons  beyond  its  geographic 
proximity  to  the  U.S.  First  physicians  m  bodi  countries  arc  generally  paid  on  a  fec-for-service 
basis.  Second.  Canadian  fees  are  established  through  provincial  fee  schedules,  a  process 
analogous  to  the  pubUciy  deterramea  .Medicare  tecs.  Third,  the  Canadian  health  care  system  has 
been  offered,  by  some,     a  solution  to  the  problems  of  the  U.S.  system.  Finally.  Canadian  fees 
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are  cstafaiisfacd  in  a  singic-paycr  context  and.  as  such,  provide  a  useful  contrast  to  Medicare, 
which  is  forced  to  operate  in  a  market  with  privaic  insurers.  In  this  sense,  ranariian  fees  suggest 
what  U.S.  fees  might  be  under  a  system  in  which  all  payers  adhered  to  the  same  rate  schedule. 

In  spite  of  these  reasons,  few  Canadian-U.S.  comparisons  of  physician  fees  have  been 
made.  The  present  smdy  fills  a  void  by  corapannE  the  physician  fees  paid  by  Medicare  to  those 
paid  by  Canadian  provinces.  In  addition  to  companng  physician  fees  in  the  aggregate,  we 
compare  fees  by  type  of  service. 

One  of  the  few  contnbuuons  in  this  area  is  by  Fuchs  and  Hahn.  who  compared  fee  levels 
in  the  two  countncs.'  Beyona  ihc  Medicare  focus,  the  methods  employed  in  this  study  extends 
work  by  Fuchs  and  Hahn  in  two  respects.  Fust,  we  use  fees  from  the  four  largest  Canadian 
provinces,  whereas  Fuchs  ana  Hahn  used  fees  from  a  single  small  province  (Mamtoba)  adjusted 
to  represent  all  Canada.  Second,  our  U.S.  fees  are  consistently  derived  from  a  single  source,  the 
Medicare  fee  schedule.  Fuchs  and  Hahn  combinea  dau  from  Health  Insurance  Associauon  of 
Amcnca  and  Blue  Shield  plans  m  Iowa  and  Califorma  and  treated  this  as  representative  of  the 
countrv'  as  a  whole.  In  light  or  the  weaioiess  of  their  underlying  fee  data  and  given  the 
inu-oaucuon  of  the  Medicare  isc  scneduie.  the  issue  of  relative  fees  across  the  two  countries 
needs  to  be  revisited. 


METHODS 

To  compare  fees,  we  developed  indices  that  are  weighted  averages  of  fees  in  Canadian 
relative  to  those  paid  unaer  .Medicare,  .\lthougn  our  primary  objective  is  aggregate  comparisons 
of  rcianvc  fees,  we  also  compare  fees  disaggregaied  by  type  of  service.  For  this  we  need  to 
defme  ine  unit  of  Medicare  services,  select  services,  and  ensure  comparability  of  Canadian  and 
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Medicare  tees.  Pgrning  comparability  involves  addressing  difFerences  in  coding  systems, 
payment  rules,  and  economic  conditions. 

Our  basic  unit  of  observation  is  the  Common  Procedural  Tcnninoiogy  (CPT)  code. 
Although  CPT  codes  are  used  by  most  payers  in  the  U.S..  each  Cnnariian  province  has  its  own 
coding  system.  Because  of  the  difficulty  of  identifying  Canadian  provincial  codes  that  are 
equivalent  to  CPT  codes,  ii  was  not  feasible  to  work  widi  all  the  CPT  codes  and  all  the 
provinces.  We  therefore  focused  on  fees  in  the  four  largest  provinces,  which  together  have  83 
percent  of  the  Canaoian  population.  In  order  of  population  size,  they  are  Ontano,  Quebec. 
British  Columbia  iB.C.\  and  Alberta. 

Selection  of  CPT  codes  and  Construction  of  Index 

We  classified  CPTs  by  type  of  service  to  help  ensure  that  the  selected  CPTs  were 
represcntanvc  of  a  wide  range  ot  services  and  to  allow  us  to  compare  fees  at  a  somewhat 
disaggregated  level.  In  particular,  we  employed  a  type-of-service  ciassificauon  system  devised  by 
Bercnson  and  Holahan.'  The  system  divides  physician  services  into  six  (raaior)  caKgones  and  23 
subcate  genes. 

Evaluation  and  management  services  is  the  first  category.  Its  subcategories  are  office 
visits,  hospital  visits,  emergency  room  services,  home  and  nursmg  home  visits,  consultations,  and 
specialist  evaluation  and  management  services.  The  last  subcategory  in  this  group  includes 
services  provided  by  ophthairaoiogisis,  psychiatrists,  pathologists,  and  allergists. 

Procedures,  the  secona  category,  includes  major  procedures  (subdivided  into 
cardiovascular,  orthopedic,  and  other),  ambulatory  procedures  (subdivided  into  eye  and  other), 
and  ramor  procedures  (subdivided  into  endoscopic,  oncology  procedures,  dialysis  services,  and 
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other).  Imagmg,  the  thiri  category,  is  divided  into  standard  imaging  (routine  x-rays  and  nucicar 
medicine),  advanced  imaging  (CT  scans  and  magnetic  resonance  imaging),  sonographic  imaging, 
and  imaging  procedures  (iargeiy  cardiac  catheternaiion).  The  remaining  three  categories  are  tests 
(subdivided  into  laboratory  and  other),  anesthesiology  services,  and  other  services. 

Of  the  Berenson  and  Holahan  groupings,  three  categories  and  three  subcategories  were 
dropped  for  this  analysis.  Anesthesiology  services  were  dropped,  because  in  some  fee  schedules 
payment  vanes  by  the  duration  of  the  procedure,  making  pricing  difficult  Laboratory  tests  and 
other  tests,  and  "other  services '  were  dropped  because  of  the  difficulty  of  identifying  equivalent 
Canaoian  coaes.  Oncology  services  were  dropped  because  they  are  often  included  in  Canadian 
global  hospital  budgets  and  cannou  therefore,  be  separately  priced.  Dialysis  services  were 
dropped  because  of  probicraauc  Medicare  data  on  volume.  This  left  17  subcategories  in  three 
categories. 

Within  the  procedure  and  iraagmg  subcategories,  wc  selected  the  eight  CPT  codes  widi 
the  greatest  share  of  Medicare  expenditures '  widiin  each  type  of  service.  (These  expendimre 
shares  also  serve  as  weights  in  the  index,  as  noted  below.)    A  CPT  code's  Medicare  expendimre 
was  caiculaicQ  as  its  volume  in  1989  times  its  relative  vaiue  umts  (RVUs)  in  the  new  Medicare 
Fee  Schedule.  A  code's  expenditure  divided  by  the  expenditure  for  ail  services  yields  the  code's 
expenditure  share.  CPT  coaes  with  high  volume  are  more  likely  to  be  represented  than  codes 
with  low  volume,  and  CPT  codes  with  high  fees  (and  RVUs)  are  more  likely  to  be  represented 
than  codes  with  low  tees.  One  might  be  concerned  that  our  selection  procedure  is  biased  toward 
selecting  CPT  codes  with  high  Medicare  fees  land  RVUs).  To  lest  this,  we  replaced  Medicare 
fees  with  Ontano  fees  m  caiculaung  expenditure  shares.  Virmaily  the  same  CPT  codes  would  be 
selected  unacr  the  two  methods. 
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Witfaia  the  other  subcaBgoiies  (i.e^  evaluatiaa  and  management),  we  selected  CFTcodes 
by  group:  the  10  codes  for  office  visits,  the  6  codes  for  hospital  visits,  the  5  codes  for  emergency 
room  visits,  the  3  codes  for  suisequent  nuising  facility  care  visits  and  the  3  codes  for  rest  home 
visits  for  established  patients,  ifce  4  codes  for  eye  exams  and  the  2  codes  for  psychotherapy,  and 
the  5  codes  for  office  consultations. 

The  CPT  codes  incorporated  in  this  index  represent  63  percent  of  the  RVUs  in  these  17 
subcategories.  Within  each  of  the  three  categories,  this  expenditure  share  is  83  percent  for 
evaiuanon  and  management  services.  43  percent  for  procedures,  and  35  percent  for  imaging 
(Table  1).  The  expenditure  share  within  subcatceones  ranees  from  about  90  percent  for  several 
evaiuanon  and  management  subcategories  to  about  20  percent  for  ambulatory  and  minor 
procccurcs  i Table  3).  In  general,  as  the  number  of  potential  CPTs  increases  and  their  diversity 
grows,  the  share  of  RVUs  accounted  for  by  the  index  CPTs  tends  to  falL 

To  compare  Canadian  and  Medicare  fees,  we  used  an  index  based  on  a  fixed  set  of 
services  (i.e..  Laspeyrcs  index).  This  widely  used  index  form  is  the  basis  of.  for  instance,  the 
U.S.  Consumer  Price  Index.  \Vc  first  caicuiatea  an  mdex  for  each  type-of-service  subcategory. 
This  macx  is  a  weighted  average  or  Canadian  fees  relative  to  Medicare  fees  for  selected  codes  in 
each  t>-pe  subcategory.  For  cardiovascular  procedures,  for  instance,  this  involved  averaging 
relative  fees  for  eight  codes.  Each  reiauvc  fee  was  weighted  by  its  Medicare  expendimrc  share 
within  Its  subcategory,  the  same  variable  used  to  select  the  codes.  Our  composite  index  across 
all  17  subcategories  was  ddso  a  Laspcyres  index.  This  index  is  the  weighted  average  of  each  of 
the  individual  Laspeyres  indices,  where  the  weights  arc  the  Medicare  expenditure  shares  for  the 
subcategory. 
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Creaiiiig  CompanUe  Fees 

Tie  fees  that  we  analyzed  were  those  in  effect  in  January  1992.  obtained  from  published 
fee  schedules.^ In  the  case  of  Medicare,  we  assumed  full  implementation  of  the  fee  schedule. 
Medicare  fees  were  treated  as  the  product  of  the  total  RVU  for  the  code  and  the  conversion 
factor  of  $31,001  (Federal  Register).  No  geographic  adjustment  was  made.  Canadian  fees,  as 
they  appear  in  the  schedules,  do  not  vary  geographically.  And  the  geographic  practice  cost  index 
(GPCD  of  the  Medicare  fee  schedule  does  not  enter  the  calculation  when  a  national  perspective  is 
used.  For  each  code,  the  Canadian  fee  was  calculated  as  the  mean  of  the  four  provincial  fees, 
weighted  by  their  1990  popuiauon."' 

Canadian  codes  comparable  to  the  Medicare  codes  were  identified  by  the  physician 
member  of  the  analysis  team  iS.J.K.).  .-Mdiough  the  coding  systems  differ,  the  pracuce  of 
medicine  is  very  similar  in  the  two  countries,  making  the  tasic  of  identifying  comparable 
Canadian  codes  relatively  straightforward.  Ambiguities  typically  were  resolved  through  phone 
conversations  widi  the  relevant  Ministry  of  Heaitii.  In  the  rcmaiiung  cases,  we  selected 
provincial  codes  that,  if  anything,  made  Canadian  fees  appear  high.  For  instance.  Quebec  has  3 
codes  for  a  colonoscopy,  depcnaing  on  whether  it  reaches  the  descending,  transverse,  or 
ascending  colon,  whereas  CPT  has  one  code  (45378)  regardless  of  the  distance.  We  used  the 
Quebec  code  for  a  colonoscopy  of  the  ascending  colon,  the  most  expensive.  Only  2  CPT  codes 
(both  in  the  ramor  procedure  category)  out  of  126  had  to  be  dropped  because  of  difficulty  in 
identifying  comparable  codes. 

Even  after  basic  medical  comparability  had  been  estaiiished.  several  issues  regarding 
comparability  in  payment  remained.  Foremost  among  these  related  to  the  period  of  the  global 
surgical  fees.  Under  the  Medicare  fee  schedule,  fees  for  major  surgeries  cover  visits  only  1  day 
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prior  to  surgcxy  but  90  djgrs  following  surgexy.  Provinciai  schedules  usually  have  longer 
preoperative  periods  but  ihorter  poss)per&tive  periods:  Ontario  has  a  postoperaiivc  period  of  14 
days;  Quebec  0  days  (o«  of  the  hospital);  B.      42  days;  and  Alberta.  90  days.  Based  in  pan 
on  a  survey  by  the  Physician  Payment  Review  Commission  (PPRC),'*  we  judged  that  Medicare's 
90-day  postoperative  period  would  capture  two  more  offices  visits  than  Ontario,  three  more  visits 
than  Quebec,  and  one  mare  visit  than  B.C.  To  make  Canariian  surgical  fees  comparable  to 
Medicare  fees,  we  idennfied  the  ice  for  these  office  visits  to  general  surgeons  and  added  it  to  the 
Canadian  fees  for  major  surgcncs. 

For  imaging  CPT  coacs.  wc  used  fees  for  the  professional  component,  except  for  Alberta. 
For  standard  iraagmg  and  sonography.  Aibcru  publishes  only  global  fees.  Therefore,  its  global 
tees  were  adjusted  by  muiiipiying  inem  by  the  ratio  of  Medicare  professional  component  to 
global  fee.  .\lberu  publishes  no  physician  fees  for  advanced  imaging,  because  it  pays  only 
hospitals  for  these  services.  Thus,  no  comparison  can  be  made. 

In  the  provincial  schedules,  evaluauon  and  management  fees  are  nominally  specialty- 
based.  This  rciatcs  to  a  maior  aiffcrencc  m  physicians  m  the  U.S.  and  Canada:  half  of  Canadian 
physicians  arc  GPs.''  whereas  oniy  14  percent  of  U.S.  physicians  are  GP/FPs."  Thereiore. 
Canadian  fees  for  specialists  arc  more  relevant  than  those  for  GPs  because  of  the  predominance 
of  specialists  in  the  U.S.  In  Conaoian  fee  schedules,  fees  for  internists  are  usually  as  high  as  or 
higher  than  for  other  specialists.  Therefore,  we  used  the  fees  of  internists,  except  where  another 
specialty  was  clearly  more  relevant  (e.g.,  ophthalmologists  for  eye  exams). 
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Net  Inoome  Eqmvatenoe 

By  how  raudi  would  Medicare  fees  drop  if  Medicare  adopied  the  ranariian  fee  ievci. 
assuming  that  Medicare  recognized  the  diferences  in  cuncncy  and  practice  expense? 

Canadian  fees  are.  of  course,  expressed  in  Cnnariian  dollars.  These  fees  could  be 
convened  to  U.  S.  dollars  using  exchange  rate.  However,  foreign  exchange  rates  are  heavily 
influenced  by  extraneous  factors,  such  as  speculation  and  interest  rates  differentials,  which  cause 
capital  funds  to  shift  among  nadons.  These  factors  can  result  in  substantial  year-to-year  changes 
in  exchange  rates.  In  addition,  the  prices  of  goods  that  are  traded  intemationaily  have  a  direct 
impact  on  exchange  rates,  whereas  ihc  pnccs  of  other  goods  (e.g..  housing)  do  noL 

Hence,  cross-naaonai  corapansons  of  hcaidi  care  spending  adjust  for  differences  m  die 
value  of  currencies  using  ihc  purchasmg  power  parity.'  "-"  In  1990  one  U.S.  doUar  had  the 
purchasing  power  of  1.31  Canadian  doUars.''  Suppose  that  Canadian  physicians  were  paid  in 
U.S.  doUars.  which  they  used  to  pay  for  practice  expense  as  well  as  personal  consurapdon  items, 
such  as  housmg  in  Canada.  They  could  receive  only  one  U.S.  doUar  for  every  1.31  Canadian 
doUars  ihcy  now  receive  and  suil  afford  the  same  pracucc  expenses  and  standard  of  iivmg. 
Hence.  Conaaian  tecs  must  be  divided  by  i.31  to  be  transiated  into  U.S.  doUar  equivaicms. 

What  IS  relevant  to  physician  income,  however,  is  not  their  fees  but  their  fees  net  of 
pracucc  expenses.  We  wished  to  adjust  fees,  therefore,  so  diat  they  represent  the  same  net 
income  per  service  in  the  two  counuics.  Canadian  physicians  have  substandally  lower 
malpractice  expenses"^  than  U.S.  physicians  and  lower  adminisminve  expenses.''"  Canadian 
physicians  had  expenses  that  were  38.7  percent  of  gross  income  in  1987,  for  example,  the  latest 
vear  such  data  arc  available.-'  The  analogous  U.S.  figure  for  1987  is  45.8  percent.- 
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In  other  wocds.  physicians  retain  as  net  income  54.2  pexcent  of  their  revenue  in  the  UJS^ 
but  61 J  percent  of  their  revenue  in  Canada.  For  the  purposes  of  this  adjustment,  we  assume  that 
practice  expenses  as  a  percentage  of  a  fee  are  the  same  for  ail  fees.  In  reality,  the  share  of  a  fee 
that  is  retained  as  net  income  varies  across  services.  If  net  income  per  service  for  physicians 
were  equated  across  in  the  two  countries,  this  would  mean  that  54.2  percent  of  U.  S.  fees  would 
equal  61.3  peicent  of  Canadian  fees.  Therefore,  to  maice  a  valid  comparison  between  the  two 
countries.  Canadian  fees  need  to  be  adjusted  upward  to  reflect  the  higher  practice  expenses  in  the 
U.  S.  This  involves  dividing  Canadian  fees  by  .884  (54.2/61 J). 

Thus,  wc  divided  Canadian  tees  by  1 .3 1  to  adjust  for  differences  in  purchasing  power  and 
by  .884  to  adjust  for  pracncc  expenses  (1.31  *  .884  =  L158). 

RESULTS 

Table  i  presents  Canadian  and  Medicare  fees  for  selected  CPT  codes.  Wc  use  coronary 
artery  bypass  tCABG)  with  three  grafts  to  explain  the  construction  underlying  the  figures  in  this 
tabic.  The  three-graft  C.\BG  has  a  weight  of  .22  (not  in  table):  that  is.  it  has  22  percent  of  the 
Medicare  cxpenoiturcs  tor  tne  8  codes  used  for  the  caruiovascuiar  index.  In  January  1992  the 
average  fee  across  the  four  largest  provinces  was  $1,278  (not  in  the  table).  This  tlgurc.  which  is 
in  Canadian  dollars,  includes  posioperauvc  office  visits  thai  are  covered  by  the  global  fee  under 
Medicare.  .After  adjustment  for  the  lower  purchasing  power  of  the  Canadian  dollar  and  lower 
practice  expenses,  the  Canadian  fee  is  $1,129  (U.S.  dollars).  In  contrast,  under  full 
iraplementauon  of  its  fee  scncduie.  .Medicare  will  be  paying  S2.225  for  the  same  service.  In  sura. 
Canada  is  paymg  about  half  as  much  as  Medicare  fcr  a  liirec-graft  CABG  (0.51  in  the  uble). 
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The  fee  for  removal  of  a  cataract  and  inseitxon  of  a  lens  is  worth  special  mention.  In 
1988,  deeming  this  fee  "overpriced."  Medicare  lowered  the  fee  for  this  procedure.  It  fee  was 
lowered  again  in  1990  and  1991.  and  yet  again  under  the  Medicare  fee  schedule  in  1992.  After 
this  pnKcss,  Canada  is  still  paymg  less  than  half  as  much  as  Medicare  (0.47  *in  the  table). 

Table  2  presents  the  index  for  ail  services  for  each  province  as  well  as  the  index  by 
category.  Overall.  Canadian  ices  are  59  percent  of  Medicare's,  adjusting  for  differences  in 
currency,  pracdce  expense,  global  fee  periods,  and  other  aspects  of  the  fee  snucmre.  Ontario. 
B.C..  and  Alberta  each  have  tecs  that  are  about  60  percent  of  Medicare's,  whereas  Quebec  has 
tees  that  arc  less  than  naif  or  Medicare  s.  Quebec  has  the  lowest  fees  within  each  of  the  three 
catcgones. 

Canadian  iccs  arc  73  percent  of  Medicare  fees  for  imaging  and  53  percent  of  Medicare 
fees  for  procedures.  Canadian  ices  tor  evaluation  and  management  services  arc  60  percent  of 
Medicare  fees,  approximately  at  the  overall  average.  The  order  by  type  of  service  is  the  same  for 
each  province.  For  instance.  ±c  rano  of  Quebec  to  Medicare  fees  is  highest  tor  imaging  (51 
percent),  lowest  for  proceauics  i42  percent),  and  in  the  middle  for  evaiuauon  and  management 
services  (48  percent). 

Table  3  presents  these  results  by  subcategories.  Within  each  category,  there  is  a  range  ot 
indices  across  subcaicgoncs.  Within  evaiuauon  and  management  services,  for  example.  Canadian 
fees  arc  highest  for  office  visits  and  consultations  (76  and  73  percent  of  Medicare  fees, 
respecdveiy),  and  lowest  tor  ER  services  and  nursing  home  and  home  health  visits  (35  and  39 
percent  of  Medicare  fees,  respecnvely).  Within  procedures.  Canadian  fees  arc  highest  for  mmor 
procedures  and  endoscopy  procedures  (63  percent  of  Medicare  fees  for  both  categories). 
Canadian  fees  for  orthopeaic  procedures  are  37  percent  of  Medicare  fees,  by  far  the  lowest 
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peicentage  for  a  proceduie  subcategory.  Within  imaging,  fees  are  highest  for  advanced  imaging 
(CT  scan  and  MRIs)  and  sonography  (95  percent  and  84  percent  of  Medicare  fees,  rcspecdvely). 
Fees  are  lowest  for  standard  imaging  and  imaging  procedures  (primariiy  cardiac  catheteiizaoon) 
(about  60  percent  of  Medicare  fees  for  both  groups.) 

DISCUSSION 

Overall  Fee  Levels 

Overaii.  Canadian  lees  are  59  percent  of  Medicare  fees.  Although  Canadian  fee  levels  are 

high  cnougn  to  attract  physicians  within  Caiuoa  (as  discussed  bclowj,  decrcasmg  Medicare  tees 
to  Canadian  levels  might  prompt  U.S.  physicians  to  refuse  to  treat  Medicare  benericiarics  in  favor 
of  privatciy  insured  paucnts.  The  experience  of  Medicaid  illustrates  the  potendai  problem  for 
Medicare.  Medicaid  fees  arc.  on  average,  67  percent  of  Medicare  fees."  and  U.S.  private 
insurance  ices  are  well  above  1 1 50  percent  of)  Medicare  fces.^  This  creates  an  environment  in 
which  access  to  care  for  Medicaid  bcnericiancs  is  threatened.^  Thus.  Medicare's  ability  to 
control  increases  in  fees  is  constrained  by  the  reimbursement  behavior  of  other  payers. 

While  fees  as  low  as  those  in  Canaoa  may  not  be  a  realistic  opuon  for  Medicare,  they  can 
provide  general  guidance  for  broader  payment  reforms.  In  particular.  Canadian  fees  suggest  that 
fees  wcil  bciow  those  currently  paid  in  the  U.  S.  might  be  feasible.  For  example,  if  the  U.S. 
moved  to  a  system  under  which  all  physician  fees  were  paid  according  to  the  same  rate  schedule 
(i.e..  an  all-payer  system  i.  it  would  no  longer  be  clear  that  fees  should  reflect  those  now  paid  by 
private  uisurers.  Congressman  Dan  Rostenicowski  has  mtroduced  legislation  to  move  toward  such 
an  all-payer  system  for  the  nation,  and  several  states  have  mandated  studies  of  it'  With  all 
payers  governed  by  the  same  set  of  fees,  the  access  risks  faced  by  a  single  payer  with  low  fees 
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would  be  removed.  Policymakea  might  decide  to  set  fiees  weli  below  die  cunent  private  market- 
possible  using  Medicare  levels  as  die  guide.  The  question  dien  becomes,  not  whedier  Medicare 
benendarics  would  risk  reduced  access  compared  to  holders  of  private-insorance,  but  whether 
lowering  U.  S.  fee  levels  would  shrink  the  overall  supply  of  physician  services  to  unacceptable 
levels. 

There  u  really  no  way  to  answer  this  question  widi  certainty.  However,  despite  having 
much  lower  ices.  Canada  has  about  the  same  physician  supply  as  the  U.S.:  2.2  physicians  per 
1000  population  m  Canada  versus  22  in  die  U.S.'*  Indeed,  many  Canadian  analysts  and 
poiicyraakcrs  oeiievc  that  Canada  has  an  oversupply  of  physicians.^  In  January  1992.  the 
provincial  deputy  nunistcis-thc  key  health  poiicyraaicers  in  Canada-decided  to  cut  medical 
school  cnroiimcnt.^  In  sura.  Canada's  supply  of  physicians  docs  not  appear  to  be  inadequate. 

Would  lower  fees  save  money,  or  would  physician  service  volume  and  intensity  increase 
enough  to  wipe  out  any  savmgs?  The  possibility  that  lower  fees  might  induce  this  type  of 
response  was  raised  when  the  Medicare  conversion  factor  was  set  in  late  1991.    It  was  assumed 
that  a  iO  percent  decrease  in  fees  would  be  offset  by  a  5  percent  increase  in  the  volume  and 
intensity  of  semces.  Even  if  the  volume  and  intensity  oi  all  physicians  services  increased  by  this 
extcnL  iowcnng  the  overall  levels  of  physician  fees  under  an  ail-payer  system  would  still  be  a 
promising  cost  containment  option. 

Levels  by  Type  of  Service 

Heir  wc  compare  differences  in  the  Canaoa- Medicare  ratio  of  fees  by  type  of  service. 
Althouan  neither  Canadian  nor  Medicare  fees  can  be  taken  as  the  "gold  standard."  a  comparison 
by  type  of  service  can  yield  insights  into  fees  under  both  systems. 
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Fochs  an^^  H&ha  foond  a  vi^^ftannai  diffeienoe  between  the  Caniiria-U.  S.  fee  ratio  for 
evaiuatian  and  managemem  (55  percent)  and  the  ratio  for  procedures  (30  percent).^  These  ratios 
suggest  that       fees  are  i.S  times  higher  relative  to  Canada  for  evaluation  and  management 
than  lor  procedures.  Prior  to  the  fee  schedule.  Medicare  s  fees  for  procedures  were  more 
generous  than  their  fees  for  evaluation  and  management  in  comparison  to  private  insiuers.^  This 
suggests  that  Medicare  fees  were  even  more  skewed  toward  procedures  relative  to  Canada  than 
were  pnvaie  insurers'  fees.  Our  data  indicate  (Table  2)  that  the  new  fee  schedule  has 
substannaily  shrunk  this  difference  for  Medicare.  The  Canada-Medicare  fee  ratio  of  60  percent 
for  cvaiuauon  and  raanagcmcni  is  1.13  times  higher  than  the  rado  of  53  percent  for  procedures. 
PPRC  has  suggested  changing  the  calculation  of  practice  expense  in  such  a  way  that  cvaluauon 
and  raanagcncm  fees  womd  increase  further  and  procedure  fees  would  decrease  further.-''  This 
would  prooably  make  the  evaluation  and  management-procedure  rados  for  Medicare  and  Canada 
even  more  similar. 

The  rciauve  values  of  physician  services  in  Canada  arc  not  resource-based  but  rather 
retleci  c.-arze-based  payments  established  pnor  to  1968.  Modificauons  in  the  reiadve  values 
have  pnnianiy  been  the  responsibility  or  physician  orgaiuzauons.  with  varymg  levels  of 
provmc'Jii  government  oversighL  Periodic  fee  increases  have  been  disproportionateiy  distributed 
to  the  ser^^ces  of  general  pracnnoners.  Thus,  the  relative  value  of  services  provided  by  general 
practiticners  has  incrcasea  over  time,  which  has  partially  corrected  perceived  historical  inequities. 

Our  results  suggest  tnat  this  political  negotiating  process  between  physicians  has  resulted 
in  a  distncuuon  of  relauve  vaiues  across  cogmtive  and  procedural  services  similar  to  that  ot 
RVRBS.  Canadian  physicians  have  shown  some  interest  in  the  resource-based  reiadve  value 
scale  as  an  improvement  over  their  current  fee  schedules.  To  the  extent  that  their  concern  is 


about  overpaying  for  procedures  rciativc  to  evaluation  and  management,^  however,  the  RBRVS 
is  unlikely  to  help  the  provinces,  because  it  still  results  in  more  generous  payments  for 
procedures  than  the  current  Canadian  schedules  (albeit  less  so  than  did  the  previous  Medicare 
system). 

Within  evaluation  and  management  services,  the  relative  differences  between  office  and 
hospital  visit  fees  m  the  two  systems  are  striidng.  Relative  to  Medicare.  Canada  pays  more  for 
office  visits  than  hospital  visits,  a  patten  that  holds  in  each  of  the  four  provinces.  The  reason  is 
that  the  Medicare  fee  schedule  is  resource  based  as  pertains  to  the  work  component  only,  not  the 
overhead  costs  and  maipracucc  components.  When  the  RBRVS  was  established,  setnng  RVUs 
for  office  and  hospital  visits  entailed  aiiocatmg  office  expenses  between  the  two  activities.  The 
provinces  have  implicitly  aiiocatcd  those  expenses  differently  than  Medicare  has.  assuming  that 
fewer  practice  resources  are  used  in  hospital  than  in  office  visits.  The  Physician  Payment 
Review  Commission  has  proposed  a  resource-based  allocation  of  pracdce  expenses,  which  would 
increase  office  visit  fees  and  decrease  hospital  visit  fees."'  This  would  make  the  Canada- 
Medicare  ratios  more  suniiar. 

Still  within  evaiuauon  ana  management  services.  Canadian  consuiiauon  fees  arc  high 
relative  to  Medicare" s.  Conversely,  Canadian  fees  for  visits  in  emergency  rooms,  nursmg  homes, 
and  rest  homes  are  low  reiauve  to  Medicare's.  As  in  the  case  of  hospital  visits.  Medicare's  high 
fees  for  such  visits  may  reflect  an  overly  generous  allocation  of  practice  expenses.  Medicare 
may  need  to  revisit  this  issue. 

Within  procedures,  onhopedic  procedures  stand  out  as  a  case  where  the  Medicare  tee 
schedule  has  produced  higher  fees  relative  to  Canada  than  other  procedures.  Canaaian  fees  for 
orthopedic  procedures  arc  37  percent  of  Medicare's,  whereas  they  are  53  percent  for  procedures 
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in  generaL  Although  it  is  possible  that  rnnariiitn  fees  are  "too  low"  to  ensure  access  for 
orthopedic  piocedures.  this  is  unlikely  for  nvo  reasons.  First,  the  provinces  have  single-payer 
systems  and  these  fees  are  for  the  key  services  provided  by  orthopedic  surgeons.  If  these  fees 
were  'too  low. '  shortages  of  orthopedic  surgeons  could  develop.  In  Canada,  shortage  concerns 
tend  to  focus  on  geography,  not  specialty.  However,  shortages  by  specialty  have  been 
identified.^  :.id  orthopedic  surgery  is  not  among  them.  Second,  the  pattern  holds  across 
provinces,  reducing  the  probability  that  a  single  province  "miscalculated." 

Within  iraagmg,  fees  tor  advanced  imagmg  and  sonography  are  high  in  Canada  relative  to 
Medicare.  Because  these  nigh-iech  services  have  diffusco  more  slowly  in  Canada,  their  fees  have 
a  smaller  Lnoaci  on  budgets.  Altcmauvciy.  Canada  may  pay  rcladvely  more  for  these  services  in 
order  to  avoid  undcrsupply  in  light  ot  the  constraints  already  placed  on  the  numbers  of  machines. 
The  rauos  here  suggest  that  Canadian  provinces  might  reevaluate  whether  their  fees  for  advanced 
imagmg  ar.a  sonography  are  too  high,  and  Medicare,  whether  their  fees  are  too  low. 

Limitadons  and  Caveats 

We  iajusicd  our  corapansons  tor  two  gencnii  factors:  differences  in  purchasing  power 
and  pracuce  expenses.  Arc  there  factors  that  could  account  for  our  results  other  than  real  fee 
level  differences?  One  possible  objecuon  is  that  GPs/FPs  are  much  more  common  in  Canada  and 
that  we  arc  really  identifying  sidll  differences  between  Medicare  and  Canadian  physicians,  rather 
than  fee  cincrenccs.  This  is  not  the  case,  because  we  took  care  in  matching  the  codes  to  take 
specialty  ir/xi  account.  For  evaiuauon  and  management  fees,  for  example,  we  matched  general 
internists"  fees  in  the  two  countries. 
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Aaatha  possible  linnotion  is  thflt.  even  ihoagh  we  have  fees  from  the  four  provinces  with 
five-sixths  of  the  ranariian  population,  they  are  not  representative  of  the  other  six  provinces, 
which  could  pay  more  generously.  Health  and  Welfare  Canada  has  computed  fees  indices  for  the 
provinces,  and  finds  that  the  excluded  provinces  ail  have  fee  levels  below  Ontario.  B.C..  and 
Alberta.-"  We  estimated  the  change  if  these  indices  were  incorporated  into  our  index,  and  found 
that  the  rado  of  Canadian  tees  to  Medicare  fees  would  fall  very  slighdy-.3  of  a  percentage  point 

Another  potential  problem  in  comparing  U.S.  and  Canadian  physician  fees  is  the  high 
educauonai  debt  of  American  physicians:  Among  U.S.  physicians  with  debts  for  their  medical 
educauon.  the  average  debt  in  1990  was  $46,224."  We  consider  an  extreme  example  to  provide 
a  sense  of  the  impact  this  might  have  on  the  fee  differennal  we  estimated.  Assume  that  Canadian 
physicians  had  no  debt  ana  all  U.S.  physicians  (regardless  of  cohon)  had  fmanced  this  average 
debt  through  loans  carrying  a  10  percent  interest  rate  over  a  35-year  career.  The  repayment 
would  amount  to  about  55.000  per  year,  or  about  1.5  percent  of  current  average  gross  practice 
revenues.'*  Obviously,  earlier  cohorts  of  physicians  have  substantially  lower  educational  costs 
than  arc  reflected  in  this  example.  On  the  assumption  of  no  differences  in  rates  of  service 
provision,  ieavmg  out  educaaonai  debt  costs  overstates  the  fee  diffcrentiai  between  the  two 
countries  by  at  most  1 .5  percent. 

Several  other  caveats  are  worthy  of  mention.  First,  the  fee  received  by  the  physician  may 
be  higher  than  the  Medicare  fee  schedule  amount  because  of  balance  billing,  which  does  not  exist 
in  Canada.  However,  in  1992  physicians  who  chose  to  balance  bill  could  only  charge  14  percent 
above  the  fee  schedule.  If  assignment  rates  stay  at  1991  levels,  only  about  20  percent  of 
Medicare  charges  would  receive  this  14  percent  add-on.  Therefore,  the  total  fee  that  the  average 
physician  receives  could  be  only  2  to  3  percem  above  the  Medicare  fee  schedule.  This  may 
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cause  us  to  oveieatinxaie  theOuiada-Medicaxe  fee  differenriai  modestly— an  oveiestimaiB  that  is 
likely  to  be  reduced  over  tinie,  since  balance  billing  is  being  increasingiy  restricted  under 
Medicare. 

Second,  »niiv^.  Medicare,  certain  hospital-based  radiology  services  in  rnnaria  are 
reimbursed  through  global  hospital  budgets  and  are  not,  therefore,  reflected  in  the  fee  levels.  The 
affected  sennccs  vary  by  province:  .\lbena  pays  for  all  radiology  services  delivered  in  hospitals 
through  the  global  budget.  Ontano  and  B.  C.  roll  in  such  services  for  inpatients  but  not  for 
patients  in  outpatient  dcpanments,  and  Quebec  rolls  in  services  for  neitiier  group.  Since  hospitals 
pay  physicians  directiy.  ihcir  payment  rates  arc  not  dircciiy  captured  by  our  index.  To  the  extent 
that  those  rates  arc  similar  to  rates  paid  directiy  by  the  provinces,  our  index  will  rctlect  them 
accuraiciy.  There  is  no  a  pnon  reason  to  expect  them  to  be  substantially  higher  or  lower. 


Conclusion 

The  ability  of  the  Canadian  provinces  to  keep  fees  below  those  in  the  United  States  is  a 
reason  tor  Canada's  cost  advantage.  Canadians  have  not  resorted  widely  to  policies  such  as 
utilizauon  review  that  can  iirait  ciinicai  autonomy.  Instead.  Canadians  have  limited  spcndmg 
growth,  in  part,  by  rcsinumng  fees  to  a  far  greater  extent  than  has  yet  appeared  possible  in  the 
U.S. 

The  raulriple-paycr  system  operating  in  this  country  makes  it  difficult  for  any  individual 
payer  to  iirait  fees  without  running  the  risk  of  adversely  affecting  its  subscribers"  access.  This 
has  forced  many  U.S.  payers  to  seejc  controls  over  volume  as  the  only  available  means  of 
containing  oudays.  .Many  physicians  find  these  volume  connrols  overly  intrusive.  However,  with 
the  charges  for  each  service  as  high  as  they  arc  in  the  United  States,  payers  have  a  surong 
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incentive  to  confront  the  physician  conmumicy,  and  have  turned  to  volume  controls  as  a  way  to 
do  it.  Compaiing  Medicare  physician  fees  with  Canada's  physician  fees  suggests  that  there  nuiy 
be  another  altemadve— lowenng  physician  fees  in  retain  for  maintaining  greater  physician 
discretion  over  treatment  decisions.  Ultimately,  the  potential  tradeoff  between  reduced  fees  (or 
fee  growth)  and  utilization  review  poiicies  could  become  a  valuable  focus  of  U.S.  physician- 
insurer  ncgotiadon  on  an  ail-payer  system. 
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Table  1 


Canadian  and  Medicare  Fees  for  Selected  CPT  Codes  By  Type  ol-Service  Subcategories 


1 

Fee 

wcxi  louial  1  lu 

Hedh^ara 
Ratio 

Type  of  Service  (TOS)' 

CPT 
Code 

Description 

Adjusted 
Canadian" 

Unadjusted 
Medicare 

Evaluation  and  Management  Services 

Office  Visits 

99213 

Office  Visit,  Estab  Pat 

25.27 

31.00 

0.82 

Hospital  Visits 

99232 

Subsequent  Hospital  Care 

14.97 

44.95 

0.33 

Emergoncy  Boom  Services 

99283 

Emergency  Dept  Visit 

2202 

46  19 

0.48 

Nursing  Homa  and  Home  Health 

99332 

Rest  Home  Visit.  Estab  Pat 

14  72 

39.06 

0.38 

Specialty  Specific  E&M 

92014 

Eye  Exam,  Estab  Pat 

3274 

5301 

0.62 

Consullations 

99243 

Office  Consultation 

56.70 

6091 

0.70 

Procedures 

Cardiovascular  Procedures 

33512 

CABG,  Three  Gralts 

1129.39 

2225.25 

0.51 

Orlhopodic  Procedures 

27447 

Total  Knee  Replacement 

626.45 

1815.73 

0.35 

Oltier  f^ajor  Procedures 

52601 

TUBP 

370.43 

601.69 

0.40 

Eye  Procedures 

66984 

Remove  Cataract,  Insert  Lens 

439.57 

940.57 

0.47 

Otfier  Ambulatory  Procedures 

49505 

Inguinal  Hernia 

252.70 

335.43 

0.75 

Minor  Procedures 

17000 

Destruction  One  Facial  Lesion 

28.78 

35.65 

0.81 

Endoscopy  Procedures 

45378 

Colonoscopy 

156.84 

262.89 

0.60 

Imaging 

Standard  Imaging 

71020 

Chest  X-Ray,  2  Views 

ft  1 1 

D.  1  1 

10.54 

0.58 

Advanced  Imaging 

70450 

Qran  ManH  Contrast 

32.24 

42.16 

0.76 

Sonograpfiy 

93307 

Echocardiography 

45.40 

54.25 

0.84 

Imaging/Procedure 

93547 

L  H  Catheter,  Cor  Angiography 

271.24 

434.01 

0.62 

eu„.nc,  (lh.ough  pumhasins  powet  panlyl.  preclice  «»p.n3=,  9I0I..I  l»  pwlMfc  .r,d  Mm  aipecu  ol  Hi.  IM  BiucWiM. 
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Table  2 

Physician  Fee  Indices  by  Major  Jype-ol-Servlce  Categories  and  by  province 

(as  o1  January  1992) 


Type  of  Service  (TOS)^ 


Evaluation  and  Management  Services 

Procedures  

Imaging  


Overall 


Medicare 
Share 
within 
TOS 

83% 

Canadian-to-Medicare-Fee  Ratio" 

Ontario 

Quebec 

British 
Columbia 

Alberta 

Canada 

0.665 

0.483 

0.596 

0.618 

0.595 

43% 

0.578 

0.415 

0.516 

0.584 

0.528 

35% 

0.843 

0.511 

0.793 

0.799 

0.729 

63% 

0.658 

0.463 

0.594 

0.629 

0.589 

■MeUicare  sKa«  Is  ,he  ,a,io  o,  ,he  e«pendi„„es  o,  ,he  codas  used  In  ''j^ 'lltr^^r^S'  Ca^L^r  ^ ir^^SISV 
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Table  3 


Phvsician  Fee  Indices  by  Type-oJ-Service  Subcategories  and  by  Province 


Type  ol  SefVica  (TOS)* 

Medicare 

Share 
within  TOS 

Canadian-to-Medicare-Fee  Ratio* 

Ontario 

Quuboc 

British 
Columbia 

Alberta 

Canada 

Evaluation  and  Management  Services 

Office  Visits 

91% 

0.941 

0.570 

0.697 

0.661 

0.762 

Hospital  Visits 

84% 

0.404 

0  3B5 

0.406 

0.491 

0.408 

Emergency  Room  Services 

91% 

0.305 

0315 

0.572 

0.374 

0.354 

Nursing  Home  and  Home  Health 

63% 

0.381 

0272 

0.414 

0.748 

0.394 

Specialty-Spocilic  E&M 

52% 

0689 

0  548 

0.706 

0.784 

0.659 

Consultations 

94% 

0.781 

0  599 

0.814 

0.736 

0.725 

Procedures 

Cardiovascular  Procedures 

40% 

0.545 

0.399 

0.540 

0.651 

0.512 

Orthopedic  Procedures 

63% 

0.395 

0338 

0389 

0.362 

0.373 

Other  f^ajor  Procedures 

32% 

0.582 

0452 

0.509 

0.545 

0.S28 

Eye  Procedures 

63% 

0.477 

-  0.396 

0.S5S 

0.521 

0.468 

Other  Ambulatory  Procedures 

20% 

0517 

0.432 

0.415 

0518 

0.642 

Minor  Procedures 

19% 

0.786 

0.414 

0.517 

0.774 

0.633 

Endoscopy  Procedures 

57% 

0.737 

0.465 

0.614 

0.676 

0.630 

Imaaina 

Standard  Imaging 

31% 

0.693 

0.441 

0.668 

0.756 

0.019 

Advanced  Imaging 

36% 

1.046 

0.768 

1.064 

n.a. 

0.953 

Sonography 

31% 

1.069 

0.509 

0.895 

0.781 

0.841 

Imaging/Procedure 

51% 

0.688 

0.374 

0.652 

0.750 

0.594 

f 

in  currency  (through  purchasing  power  parity),  practice  expa.^se.  global  lea  periods,  and  other  aspects  ot  the  fa.  rtmclure.. 
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